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Tfa.e following pages give a short report of 
a two-day Gonference on State Undertakings which was 
organised by this Institute on ■,19th and 20th December/ 

1959, Two years before, in December 1957, the Institute 
had organised a Seminar on the same subject and the present 
Conference was intended to be a continuation of the work 
done at the first one. Moreover, during these two years, 
developments of considerable importance had taken 
place in the field of public enterprises of which the iwo 
most important ones were the Life Insurance Gorporation 
case and the publication of a report prepared by a Sub- 
committee of the Congress Party in Parliament under the 
chairmanship of Shri 7.K, Krishna Menon, Minister of Defence, 
on the question of Parliamentary Accountability of Public 
Enterprises , 

As in the 1957 -Seminar, a deliberate attempt was 
made to restrict the number of topics be considored by 
the Conference in order to make the discussion more 
fruitful. Accordingly, two specific topics in relation tc 
the lirishna Menon Committee Report were chosen for 

discussion, viz.(l) Board of Management -Constitution, meiabor- 
ship, functions and relationshipsj and (2) accountability to 
Parliament including the question of a Standing Select 
Committee on public enterprises. The number of participants 





was limited 

to about 20. Among- included active 

managers from both public, and px’ivate enterprises, 

teachers who 

have made special studies -in the subject, 

Parliamentarians and Government officials. The following 

is the list 

of the p.articlpants. 

1. 

Shri Ashok Mehta, M.P, 

2. 

Dr, Gycin Ghand, 

Eetd, Professor of ^Iconomlos, 

University of Patna, 

3. 

,Shri K,N. Kaul, 

Ghairman, National I'lineral Development Gorpn. 

4. 

Shri S .S, .Khera , 

Secretary, Department of 

Steel, Mines & Fuel, 

5. 

Slsri S. Lall, 

Ghairman, D.V.O,, 

6. 

Shri D.L, Mazumdar, 

Secretary, Department of Company 

Law Administration. 

7. 

■Shri G.Pande, 

Ghairman, - Hindus tan S teel k 

8. 

•Shri M.7. . 

Delhi School of Sconomics. 

9. 

Shri R, Prasad, 

Joint Secretary, 

Ministry of Homo Affairs. 

10.' 

Shri S. Ratnam, 

O.S.D,, Ministry of Commerce & Industry. 

11. 

Shri R,P^ Sarathy, 

Additional Secretary, 

Ministry' of Defence, 
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, Shri M.L, Setb^ 

General ifeiagei*# 

Delhi Oloth Mills. 

'13 . Shri ' Vishnu Sahayj. 

Secretary to, the Gabinet. 

14, ^ Shri J.M. Srinagesh, 

■ • Managing Director, ' 

Indian Refineries. 

15, Shri N.H.¥anchoo, 

■■5ecreta3?3>', Ministry of Finance^ 

Departjrient of Ixpendi ture , 

16, Prof. ii.H, Hanson, 

■Visiting Professor, 

Indian .School of Public idmlnistra'tion. 

17 , Pr of , V , K,I ♦ Menon , 

Director, Indian Insititute of Public .Idniinistr 

18, Shri M.S, Ramayyar, 

Dy. Director, 

Indian Institute of Public Adiaini strati on. 

19 , Dr . Parman.and Prasad , 

Indian Institute of Public Idniinisvr'.'bion. 

20, Dr, H.Iv. Paranjape, 

Indian School of Public Idmini stra tion . 


Shri Vishnu Sahay pre-sided a,nd Shri Khoxu 

acted as the Director of the Gonferonce. It is hoped tixcoc 
this report will mate , some ueoful odntW.butl6n 'tb sfedy 
of this important subject which has come to bo of great 
importance in the public administration of our ccuntry. 

The Institute is grateful to the participante 
in the Conference for their valuable cooperation, . .. 



This report has. been prepared by Sliri P,T'» 

Kiiriakose, till recently £s sis iant Research Officer of the 
Institute under the supervision of Di-.H.K, Paranjape/v-/ho 
was generally in charge ' of the organisation of the Oonfornnee 

1-8-1960 Y.K.K. M3N0N 

New Delhi. Diroctor. 

Indian- Institute, of Public landni strati on 



GQNFgJiERGE ON STjgE UI'DERTAmGS 
Deceuber 19th & 20th, 1959. 

I : 

Opening idie discussion, the Director of the Conferenc 
said that the present Conference was taking place at an 
opportune moment in the study of the problems of public ^ 
enterprise in India. Ikny developments had taken place since 
the previous seminar was held in the Institute two years ago 
and those made the present seminar of more topical interest. 

He then proposed that the Corif-arence might take up for 
consideration the recoitimendation contained in paragraph 
25 of the Erishna Menon.OommitteG report regarding the Board 
of Directors, The reconffiiendation was to the effect that the 
Boards of Directors of State enterprises should be, as a 
rule, what night bo called functional Boards. 

Policy Vs. Functional Board 

In this connection, a participant made a distinction 
between a functional director and.S full time dii*ector. 

He said that a functional Board would consist of perr'on.G who 
were also the operating heads of the various sectior;a of the 
enterprise. But there could be a full-time mombor vrithout 
having such a charge. The view was not contx-adicted. 



L member pointed out that when one used the 

phrase ’’policy board it had diffurei't ocnnot .1:'. oh.;.. 

public 

the private anty sectors; ”The term policy \is<A in t].ic 
context of the private sector related to such thi?..;ys 
ratea of investoents, pricing policy, conncsctiori.' .it}i 
other enterprises, etc. In the public sector, policy in this 
sense is decided upon by the controlling ministry and tho 
Board at best plays an advisory role”. 

Elaborating this point further another participant 
observed that while the mjor lorig-term policy for an 
enterprise might be laid down by the C-ovornment, there 
was what could be called ”sub-policy" for the ontei’prise 
which the Board had to formulate. ”3o,ovjry Board would 
have a certain amount of policy-malcing to do, but wheth-'r 
a Board shoiBLd be /predominartly policy board or a . prcdominatlj 
functional board would dopend upon the sizo and the st;?,gG 
of development of tbs enterprise. In a big concoi'n, for 
instance, persons would bo needed to coordinate tilings like 
personnel policies, financial polician, production targets, 

etc. and this would entail full-time work. Such enterprises 

-d d^;: e-; ’ , a^;; . . p : ::d: ; yt; y d ; y^^; 

would probably require/predominartly functional beard. Put 

^/toey barney: may -hotdfel^gip jdibi^lo:: a:\- :snial^ 

which a predominatly policy board may be more usefiiL”. 



Endorsing the above view, a participant said that 
just because irnil^?er, which was a private concern, had a 
functional Board, it did not mean that all private 
enterprise concerns choose such an arrangement, 1. rigid 
approach in dealing with the question would not be proper. 

Another participant who had considerable experience 
of working as director in a functional board said that the 
Board that he was associated with had created a Standing 
Gommittee of three full tiOfS members the Glmirnan, an engin 
and a financial expert. Until recently, the Standing 
Ooismittee had been given full powers by the Board and the 
Board ted very little to decide. Of course, all decisions 
of the ;^tandir^ Gommittee vrere conveyed to all the 
Directors and they could comment on these at the nest 
meeting of the Board. Recently, the position was reviewed 
and certain items of importaricc were reserved for the 
decision of the whole Board. The system was working quite 
satisfactorily. As this was a multteplant concern, tho 
General Managers of all the plants were members of the 
Board. In the light of his own experionce he ^-/ould favour 
a mixed board containing a partly functional element. 

If a Board was completely functional, then it would not 
be possible to include outside experts who otherwise 


Tnight be vdlling tO' serve on :ohe Board. He I'Kid found 'bfe-t 
such experts could often provide.iaraanss help. 

Strongly supporting the above viowj, another member 
said that there should be sufficient delegation of po.vern 
to the functional element, whether it be only the i'lanagiXig 
Director or more than one Director, 

Another member who had .studied the practice in 
foreign countries said that in Britain mixed H'oards wore vr- 
well although it was too earl^^ to pronounce any tadge.a'.nt 
One could not have a ready answer to this que.'.3t;lon bec-.une 
exjierience had shown that both types had I'/orked vary 
effectively. If the Unilover Board was an in ste.no o of £'. 
successful functional Board, ,the T V A Board wac .an csmmpl 
of a highly effective policy Board, If the makir.'; of -'’sub- 
policy" and its implementation was the 'function of the .boa 
it could be done equally effectively by both a policy Boar 


and a functional Board, However, ho said that if rlicr;. s<r& 
to be a policy Board, then it was essential to del^y.. t; ar 
much power as possible to the iJanaging Director with th./ r. 
of interference by the Board. 

In this connection, there was a .short discasfjion a 


the organisation of the. enterprise itself. It wa.s stat.id 
some members that as industrialisation gained momentuia and 
as new enterprises, belonging to the sane indus-try v.jrG 



set Up, problems of coordination or perbaps centralisation vrould 
arise. In that case such industries might have "io) be orgrur'isod 
as the nationalised gas industry in the U.K, was organised 
viz, a federal structure with autonomous area boards and a 
Central Board composed mainly of representatives fro|^-the 
area Boards x^ith specific overall, functions allotted to it. 

It was generally agreed that the question was not whotlisr we should 
have purely a functional or a policy board but whether it should 
be prodominan--tly of one type or the other. It v/ould be wrong 
to have a doctrinaire approach in the matter, ■*'he type of 
board will have to be suited to the nature of the onterpr:is e,* 

II 

Composition of the Board of Directors , 

. 'The Conference then took up for consideration the 
question of the composition of the Board of Directors, 

Attention of the Conference vras dra.>m bj'' a participant to a 
sentence in para 25 of the Krishna Menon Committee Eeport 
which said: ’'Again while no unifona pattern can be laid doisn it 
may be said that a Board shoulvd consist of financial talent, 
administrative talent, technical skille, ropreser.tativos 
of labour and personnel management. Therefore, normally, the 
Board should consist of a Ohairman, the lianaging Dirsctor(if 
there is one) someone who is a financial expert, not., drawn.. from 
outside the company , one or. more of the senior executives, the 



cbief production executive^ a repreo^ntative, whero'/.>r 
possible, of labour and often, one of tho staff*’, Ho eaio 
that in the case of labour the report spoke of a r eorosonta tivo 
v/hile for liie rest the emphasis was on vslcill. Wliy was it 
necessary, he asked, to eraphasizo skill in all otho-r c-i-sos and 
representsitidn in tho case of labour? 

A,- member expressed tho opinion ttiat since tho re a-ac 
every liM-ihood of a conflict of interest between a trade ui’ion 
representative on the Board and the managemont as such and since 
every member of the Board had to give undivided loyal to tho 
Board, the principle of representation might prove harixful. 

• .V i.,#-./': ' ' ' ' ' ' 

Bndorsirg the above view, another member .said that 
appointiient of a labour representative, even .if ho was not so 
designated, would in practice result in Creating the problem of 
divided loyalties. As he put it, "The labour representative 
cannot vrear two caps at the same time". 

Citing the IT. K. practice, one participci.nt observed that 
in that country the phrase used in Acts setting up public 
enterprises was "persons with ejqj jrience in org-anisatlcn of 
labour" implying that what was stressed was expertise rather 
than representation. In fact where tho directorship wee a full 
time job a‘ labour leader who had been appointed to tho Boaixi 
severed his connections with trade unions. 

There was, however,, one participant who said that th# 
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principlG of representation should not bo condonincd outright 
because he had oxperi .ineG of an sntGrpriso uherG tlds principlo 
had been applied and where it worked suceessfullj. 

Discussion then tiu’ned to the quention of i:r.n-orficials 
on the Boards. A participant who was also a Managing Director 
said that frora iiis own experience he could tostify to the 
ir'inionso value of having non-officials of knov;ledg= and ...uperienoo 
on the Board. It was of course nGcossary to make a proper soloction, 
Agreeing vrith this view, another ncBbar said that while 
salGcting a person, care should be taken to see that he had no • 
interest in competing concerns. 

He was supported by a participant who said that if the 
Krishna Menon Gommittee had bean unfavourable to the inclusion 
of non-officials, it wa.s not bocauss' the committee thought that 
non-officials could m3,ko no contributio:p, but because of the, 
general suspicion that prevailed that non-officials, especially 
businessmen^ghtuso their positions for the benefit of their 
private business interests. Therofore, it was necessary to s; ' 
that those seioctod were above suspicion. 

A view x^ras also put forward that inclusion of 
non-officials x-zas a goal safeguard against complacenox’' by tk:> 
oft'icial members on the Board, 



SovGral other participants, especially thosi v/ith 
exporiGnce as Directors, :Qxpross:jd the \riew that non-off ici;i;.G 
had a po.sitivo contribuhlon to make to the succoso of '. ’r.c 
enterprise provided duo caro was oxercised while soiecalny ■Di-eni* 
Tho Oonforenco next took up the quost’.on nf ap-pointiro;,' 
government servants as Directors of State onterprisos,, 0;'..tir,ion 
was divided on the view expressed by the Krishna Honon Oomirdtc^:. 
that Secretariat Officials should not bo appointed ae nD. ’-^re 
of Board of Dir .actors although a majority of mombors agreed veath 
the recoramondation. 

Ono aombor said that a distinction should be redo 
botwGon' two stages through which an onterpriso had to par e 
viz, tho constructional stage and the oporationai sbir-e, 
thought tb.at association of officials during' t}v 3 firs o irb;:„p, 
would bo dosirablo for tho purpose of closest liaison with I.:. 
Ministiy. 

This was immediatoly countorod by ar.oth.;.? r.-ifb .• ■ 

said that such a distinction was unroalistdo boce:.o;. uory ei r, rnri 
whilo being in tho oporationai stage, had vast expansion prcy:-..e r-.. 
under way. The Sindri Expansion Scheme was a case in poirr.'h 

While supporting this point of viow another parxiei^ent 
still felt that whatovor fto tbs phase in which a particular unu.,,r- 
taking was working, tho Ministry wuld always be inter'.; ot.>.i ix. 
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its success, iked since thesG enterprises had to vrork in 
conformity with Government policy, tho prosonce of Govornront 
officials Would be helpful in the interpretation of Gevarnmont 
policy, 

A suggestion was made by a menbor that while 
secretariat officials need not be mado members of the Board, 
officials of tho concerned Ministj-ies could be asked to attend 
the meeting of the Bcmrd because it was undeniable thcit those 
Ministries had an interest in tho successful x^orking of the 
enterprise. This practice was followed by the Ileservo Bank of India 

This view, however, did not find favour ^/Ith other 
members. One of then said that a representative of the I^tLnistry 
attending meetings of the Board without being a member was not 
likely td taka much interest in 'the enterprise. Two ooher 
participants who were intimately connectad x^ith important 
public enterprises felt that a part-time Director from the Mnis try 
was ”worse,^than useless". One of ttem said that if the purpose 
of their inclusion was also, to control, the sooner the practice 
x^as given Up, the better it woxild be. 

Appointment of Members of Parliament as Directors 
was also discussed by the Conference. There X'/as general 
agreement with the recommendation of the Krishna Menon Oommittoe 
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report that M.P. s should not be imde Directors. 1 menber , 
however, said that a cl Pariia a'-r.t wal.uatLd noX' oo 

excluded froa the Board simply because he was in Parliaroont if 
ha v?as a competent person othorwise. But this' did not 
find further support. Is one nember said, it might bo true .on 
theory, but would not work in practic^j. It on tailed the d.ong .,r 
of political patronage. Politiciouis who could not bo given 
a Mnis ter ship might be made Directojis and this was likely to 
undermine the efficiency of the enterprise. If their competoncv;- 
was useful to the enterprise, it was far more usefully oaployod 
in Parliament itself .Parliament should oreato agenciee whore 
their ability could be better utilised. 

. Ill 

Tho Conference then passed on to tiro consideration of the 
question of acco’ontabilily with particular refor^jneo to 'ob:; 
recommendation of the Krishna Manon Oomrnittce to set up -a Parlia- 
mentary committoe on public undertakings. 

Explaining the British experience it; this regard one 
speaker said that surprisingly, till it was set up in 1956 , 
every government,' especially the. Labour government, bad 
opposed the idea. It was euggeatod that such .-a coimiiittoo would 
unduly inhibit the initiative of the managoment. Nevertheless,' 
disatisfaction among the, mombers of Parliai'iient persisted. They 



considered it Illogical that a Minietsr who often declined to 
answer questions in Parliament on State undertakings should dofonci 
them in Parliament, Since 1956 a permanent comm ttoe had beon 
functioning euid while it was too short a period to assess its success, 
on the whole it had been found to serve a very useful purpose , 

HMIe the Gomittso had been vested vdth largo powers, it us-:;d 
them with great discretion. It did not attempt to exiirdn- 'oho 
working of each of the enterprises every year. Rather it scrutinised 
vary carefuUTthe functioning of one enterprise at a time. Although 
it could call witnesses from outside the enterprise it had not 
done so. Its working so far had demonstrated that the earlier fears' 
of undue interference were unfounded. 

The concensus of opinion in the Conference vras in favour 
of setting up such a cornmitts-e although one member suggested that 
in view of the fact that public enterprises in India vrei'e still 
at ^'the stage of infancy”, it might bo more advantageous if in 
the initial period the ooramittee was sot up for a period of five 
years only. But this view did not get any further support. 

In thds connection, it was pointed out by a member that 
the success of such a committee would depend upon the extent and 
nature of servicing available to it. It present the Public 
Accounts Committee examined the accounts of public enterprises 
and it had the services of the Comptroller and iluditer General. 
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Thiroforo, this So'^v-icing aspsot had to be oxailn-i. Lo tliougirt 
that it would be better if the special coomitt-e was given 
freedom to devise its own methods in this regard. 

It was pointed out by a participa.nt that in ttio U.K. 
since 1956 the Public Accounts Coroi'Ti -b.:,;; had lio thing to do 
xdth the nationalised industries, and consequently the 
Comptroller and Auditor General also did not cone in to the 
picture. But it was very clear that the Ooninitte-.: should lij.ve 
expert assistance and this fact was clearly brought out in the 
latest report of the Select Comciittee, 

Supporting the above viewpoint^, another participant 
observed that under the provisions of the Company In-w, the 
Comptroller and Auditor General had been given certain powers 
in matters of audit and accounts. This point had to be berne in 
mind while discussing the question of a vspoclal oomiuittoo and 
expert aid being/arailable to it. For the coinEitt;e tc bo 
effective, it was necessary to build up a convention that the 
Comptroller and Auditor General would not have anything to d.c 
with public enterprises. If need be, the existing oompaiiy law 
should be amended. 

Strong support was given to this view by severaJ. neinbers. 
One of them reminded the participants that the Oompanj" L:iw.. was 
drawn up at a time when the company form of organisation had been 



dciscribcid ta^'^^raud on the Oons-titution”. He y-is c- VUv, opinion 
that with the j.nstj.tution of a special conaratteo, the pirose-nt 
would have to be amended. Referring to the question of 
”high auditing” he said that this was not within t'm pur-^ri-cw of 
the Oomptroller 3 ,nd Auditor Geiieral. Axiothor aembor said that 
experienoo so far indicated that double auditing was unn3Cass.;ry. 

A suggestion was made for the building up of exportiso 
for carr;)'lng out some sort of efficiency audit. Such a oedy of 
experts could provide the necessary service to the Gonmittoo. 

This was considered difficult by others ^^rho pointed to tht; slrrtag 
of experts and the necessity to employ such experts as were 
available as ’doers* rather than ’watchmen’. Ano'her participant 
with considerable experience of Parliaraonts-ry work pointed out 

that while expert oxx-anina tions may bu occasionally conducted, 

■ ■ •, . ■ . ■ . . . . 

the Parliamentary Oommittee's task was not so much to carry out 
an examination mth expert as3is'ia.nce as to provide a conmonj- 
sense check up. A great majority of the members of Parliament 
came from rural areas and looked at big projects with a suspicious 
eye. This proposed committee can help to allay the suspicions 
of I'l.P.s a.nd the public in general. The Oorrimittec could abo 


oe 'tsef-l in creating an awarerv-'Os rued an u*:derstai-.ding aiuong IkP. 
of the problems facing these enterprises, 

A member complained that in India the Estimates Oommittoc 
did not publish the evidence. that was tendered before it and 



this made an svaluation of the recomnar.dations of tru OorMidtto 
more difficult. 

Winding up tho discussion the Biroc-Gor of the 'Buiiinui' 
summod up with the folla-ring' points which omorged from bho 
discussion 

a) it was desirable to b’\ro a special 

coinnilttee on the linos of tha Gor.aTiiihoo in 


U.K, but its servicing agency should bo 
different from the one available for audit” with 
the setting up of this comittee, public enter- 
prises should be excluded from tho purview oi 
other Parliamentary Comirdttiesj 

b) the commlttoe must earn the confidence of the 
management and vice versa; 

c) it should publish its proceedings; ' 

d) a greater degree of knowledge would help to 
creat a feeling of confidenco and bettor under- 
standing between managements ..and Parliament, 




